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Abstract

Britain needs a welfare system that identifies and addresses the barriers that hold people back and ensures that
everyone who can work does so.

Understanding and meeting the complex needs that hold some groups back is becoming increasingly important as
standards improve for the majority. A one-to-one relationship between, for example, a housing officer and family at
risk, can be particularly important in addressing complex needs or preventing problems from occurring in the first
place.

But high minimum standards alone are not sufficient to ensure that services are fair or world class. World class
services exceed minimum standards by encouraging diversity and experimentation while still ensuring equality of
access. The Government will therefore continue to ensure that fair access to social housing is embedded in
services. And we will ensure that local people have the comparable information necessary to scrutinise
performance and the local accountability systems necessary to challenge those services that need to improve.

Excellence and Fairness: Achieving world class public services, June 2008
Introduction

Communities and Local Government (CLG) has announced that it will be publishing a housing reform green paper
in the autumn of 2008. It will contain proposals on changes so that housing services and options help and
encourage people towards greater economic independence and social mobility whilst delivering greater fairness
and making best use of public funding.

While this announcement pre-dated the publication of the July 2008 welfare reform green paper, No one written
off: reforming welfare to reward responsibility, it is expected that these housing reforms will be closely aligned to
wider reforms of the welfare state and government ambitions around a more active welfare system. We would
also expect them to be linked to the Cabinet Office reforms announced in Excellence and Fairness: Achieving
world class public services.

As part of its thinking in developing the Green Paper, CLG has invited individual and organizational stakeholders
to contribute their initial thoughts to help inform and shape content. The CIH welcomes not only the opportunity to
do this, but also commends CLG for the open and inclusive approach that it has taken in seeking views. We
believe this openness will lead to a richer Green Paper and is a model that other government departments and
agencies should look to emulate.

This paper has been developed by CIH following extensive involvement in many of the key strands of the housing
reform process. It has been agreed and signed off by the CIH’s policy and practice board and it's Council.

It sets out areas where CIH would like to see detailed consideration of options for reform as well as areas where
we have a clear vision of what needs to change. We will work closely with our members and other stakeholders to
develop thinking and inform debate over coming months.

Beyond social housing

Although the primary focus of the housing reform agenda has been affordable and social housing, CIH believes
that it is not possible to look at social housing in isolation from the wider housing offer.
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We are clear that any programme of reform must look at all the different elements of the housing market in the
round, including the private rented sector and ownership options, otherwise we will limit our ability to modernise
and reform the experience of the housing consumer.

Although it has not been articulated directly as such, this approach does appear to being considered by
government. Importantly, government has taken important steps to look at the many different components across
housing sector.

John Hills Ends and Means report on social housing;

Excellence and Fairness: Achieving world class public services;

Welfare reform green paper;

Shared Equity Competition and Taskforce;

Martin Cave’s review of social housing regulation;

Housing benefit review;

Review of the private rented sector;

The review of the HRA and in particular the component examining rent levels;
The Calcutt review of house building;

James Crosby’s review of housing finance;

The Housing and Regeneration Bill and the creation of new investment and regulatory agencies;
Law Commission on tenures; and

Most recently housing market rescue reforms

Together, these components provide what can best be described as key pieces of a jig-saw that has the potential
to re-define the current housing landscape.

CIH is concerned however that unless the overlap between these key pieces of work is clearly understood, then
the potential created by a “whole” approach to the sum of the parts could remain unrealised. A real risk remains
that reforms, however well intended, emerge as piecemeal changes to different components of the current system,
rather than a coherent, transparent new approach that brings our housing options into the 21* century.

Reforms must look at all tenures and should consider how change in one tenure can support or enable change in
another. They must also take a long term view of a range of issues and needs, not just the current priorities of
worklessness and the credit crunch. Health, demographic change, financial inclusion, empowerment,
sustainability, neighbourhood management and place shaping are all important and reform can help address them.
The needs of diverse groups, especially those not of working age and those who may be differentially affected by
current problems and proposed reforms, also need clear attention in the reform agenda.

CIH has therefore endeavoured to provide a submission that not only looks at the key housing reform questions
posed by the review team, but that also sets out how a new approach might look. The scale of this challenge is
significant. We appreciate that in a number of areas further work or research will be required to develop a
stronger, more informative evidence base. We are also aware that a number of significant pieces of work that
should inform change in key areas (e.g. the private sector, Crosby and HRA reviews) are still underway.

In considering our submission CIH has not however directly revisited supply issues or explored for example a
more fundamental shift towards new approaches to housing subsidy (e.g. moves towards wide ranging tax credit
regimes). Our approach has been to think what reforms could take place largely within the current revenue model.
We would note however that there are alternatives that could be explored.
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We are also clear that this debate needs to be focused clearly on supporting individuals, families and communities
to realise their talents and achieve ambitions. A debate that is framed around a minority who abuse the current
system will be unhelpful. In this, it is important that the debate around housing reform does not become wholly
dominated by a narrow focus on worklessness. Rather, we urge government to focus on how best we can create
a new system that is fair and progressive for all — both those in and out of employment. We see our proposals
clearly in the context of incentives to unlock aspiration and choice rather than sanctions and conditionality.

Finally, we would note the importance to recognising the diversity of individuals and communities and the different
experiences of groups in how they interact with housing products. We know from Hills that 27% of black and
minority ethnic households are social tenants, compared to 17% of white households. Although the proposals in
this paper have an inclusive context, we know from the evidence base that some diverse groups experience
disadvantage in their housing experience. It is important in considering these options to also reflect on the
aspirations and willingness of different diverse communities to take advantage of the options available.

This paper covers:

Housing advice and information

Households wishing to stay in their existing housing
Private rented sector

Social housing

Intermediate ownership

Home ownership

Paying for housing (housing benefit).

Nogkrwbnpr

Our thinking has been underpinned by looking at moving towards a system that is based on the following
principles:

Fairness;

Transparency;,

Affordability — for both the individual and taxpayer;
Flexibility;

Sustainability;

Promotion of opportunity;

Matching rights with responsibilities;

Making active use of state subsidy and resources and
Protection of the vulnerable and respect for diversity.

Stage One — A universal, clear, transparent source of advice and information about housing options

Housing advice has always played a key role in preventing homelessness and customer focused housing advice
services can make a real difference in helping individuals and families avoid the distress that homelessness
causes.

But CIH believes that housing advice can and should offer more. It is timely for us to re- think the role that housing
advice can play beyond tackling homelessness. CIH has already set out its vision in Modernising housing advice,
which was published in March 2008.

There will always be a need for the important services that support people facing an immediate housing crisis, but
we need a broader vision for housing advice. We should consider a much more expanded role, a role that focuses
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on helping more individuals realise their long-term housing aspirations — whether in the private sector or in
affordable housing.

The case for a new approach is clear. The range of housing options, especially for people who cannot afford to
purchase outright, are expanding and becoming increasingly complex — a trend which is likely to continue.
Unfortunately, while individuals housing options have grown, the majority of our advice services remain based on a
broad welfare model and narrowly focused on people in acute housing need.

So what could we do differently?

Advice services on the whole don't provide accessible services for people on more moderate incomes. If this
group was able to access broader advice, we could not only contribute towards crisis prevention but also help
greater numbers maximise their housing options, not to mention supporting mix in communities.

Similarly, advice services do not tend to be offered to people who want to plan ahead, or consider that people in
crisis now may also be able to plan to meet future needs and aspirations once the crisis is stabilised. The model of
advice provision should cater for people who want to plan for the future, and should encourage and support others
to do so.

With the launch of new products such as Homebuy Direct, Ownhome and MyChoiceHomebuy there are now even
more additions to the suite of products aimed at increasing home ownership. But we continue to struggle in
extending home ownership to existing social housing tenants. An advice service with a wider remit could play an
important role here - supporting tenants in exploring shared equity — especially those who may be interested and
able to afford to buy but who either haven’t considered it or don’'t know how to achieve it.

But we should not limit ourselves to rented housing. Owner-occupation is the majority tenure in the UK. And as
current economic events are highlighting, vulnerable home-owners could benefit from more general advice to help
them make better informed decisions and improve the sustainability of their housing.

The recent publication of lifetime homes, lifetime neighbourhoods has also focused attention on our increasingly
active, ageing population. How best are we going to support this group to make decisions around their housing?
There is clearly a growing need for older residents who rent or own to get advice about options to remain in their
home, downsize, move into sheltered or other accommodation, or indeed to release equity.

Finally, we know that sustaining a home and making plans about future housing requires people not just to think
about their housing but also about their income, future financial stability and work and training prospects. It is
clear that any wider approach to housing options should look at the provision of advice around training or
employment alongside advice about housing careers.

Overall a picture has emerged of a clear need for a more sophisticated approach to advice that builds on existing
innovation, is more focused on achieving earlier interventions, and which helps people to plan ahead to meet their
aspirations.

Developing new services to meet this shared vision will require providers to not only fundamentally re-think the
range of services that are offered, but also re-think the way that services are marketed, notably how they attract
new groups and how they encourage existing customers to come forward much earlier.

Page 5 of 35| 7 October 2008



Rethinking Housing

CIH’s Response To Communities And Local Government’s
Housing Reform Programme

First steps

The first point of call for someone looking at their housing options varies considerably. Indeed this initial stage can
prove critical in shaping the direction of an individual’s future decisions. It can in many instances be shaped most
prominently by family and peer experiences and expectations.

Although decisions around housing are key to many different areas of individuals’ future life chances, at present
there is no universal housing advice offer that provides a service to all members of society at the point when they
are looking at, or reviewing their housing options. Advice is provided from different sources and in different ways:

Tenure’ Advice sources

Private rental Personal, residential lettings agencies, individual landlords, community and voluntary
organisations (e.g. CAB, Shelter), local authorities

Home ownership Personal, IFA, banks, mortgage brokers, real estate agents, developers, community and
voluntary organisations (e.g. CAB, Shelter)

LCHO Personal, Homebuy agents, developers, real estate agencies, limited central government
advice, limited local government advice and signposting, banks, community and voluntary
organisations, housing associations.

Social rental Personal, Local authorities, housing associations, community and voluntary organisations

Much of the advice is tailored towards and focused on a form of housing already under consideration, rather than
any support to help examine and evaluate the needs and options that might best suit an individual, both in the
immediate and short term, and significantly over time.

While a strong consumer may be able to fully explore the range of options available to them and make an informed
decision based on the information gathered, this does not apply universally. Indeed, for some individuals
particular forms of housing (notably social and private rental) may be the only options they are aware of or based
on their family and peer experiences may aspire towards. Similarly, there will be many consumers of private
housing products who will be unaware of the options available in the social sector and the conditions on which
these options could be available. . In addition, timely advice will often mean that there will be more options
available to a household than if they seek advice to deal with an emergency.

Current position

At present there is no one stop, universal, consumer focused service where all individuals can access advice
around their (best) housing options. Advice is fragmented and accordingly is targeted to provide information
primarily around a particular housing product. Although much could be done to promote better understanding of
the full range of housing products, social housing products can be particularly complex and are subsequently not
understood by many members of communities. This can lead to tensions around how at times scarce, subsidised
housing is provided.

It is also worth noting that most current forms of housing advice, in particular around the social and private sector,
are sought more often than not only in times of stress or crisis. Not only does this mean that decisions can be
hurried or poorly thought through, but also that they are more likely to be short-term in focus, rather than as part of
a longer term housing pathway.

! Thislist does not include accommodation in afamily home, or accommodation provided gratis without a contract etc....
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Recommendations

CIH would like to see government look at options around the promotion and provision of a new approach to
housing advice. Importantly, this would need to be created and mainstreamed not just for social housing but for all
individuals to help with planning for a wide range of housing careers.

In our 2007 publication — Modernising Housing Advice, the CIH mooted a number of ideas that could be
incorporated in to this universal offer:

housing options, especially for people who can't afford to purchase outright, are becoming increasingly
complex and this trend is likely to continue if CLG takes forward the ‘more varied menu’ proposals in the Hills
review;

there is a growing need among older residents who rent or own for advice about options to downsize, move
into sheltered or other accommodation or to release equity;

some occupiers of social housing may be able to afford to buy but because there is no experience of owning
within their family/social networks they have either not considered it an option or do not know how to achieve
it;

some individuals could benefit from advice about other housing issues, together with the prospects for training
or employment alongside housing advice; and

existing advice services tend to be focused on crisis management. Whilst this may help to prevent
homelessness a more sophisticated approach which helps people to plan ahead to meet their aspirations
would be beneficial to both service providers and service users alike.

Specific functions that could be covered in a new approach could include signposting individuals to independent
financial advice and lenders, information about good quality local private landlords, links to lettings and estate
agents, information about tenants, landlords and owners, rights and responsibilities, details about local social
landlords, information about how and on what terms different forms of housing can be accessed (e.g. allocations
and lettings policies, choice based lettings schemes, options in other parts of the country), advice on
overcrowding, downsizing, moving in to sheltered accommodation, benefit support, rent deposit schemes,
arbitration etc. In addition to these core one-stop housing services, the service should also look at how it can
provide a signposting or integrated service around preventative and support services, link to advice around
employment, skills, childcare etc.

We would stress that any new service should have at its heart a strong consumer focus and should be universal in
its target audience. Accordingly, a service could be run by a range of providers — including the private and
voluntary sectors.

Benefits
There are a number of clear benefits from moving towards this universal approach:

Raise aspirations and open up full range of choice for individuals

Promote affordable and sustainable tenancies

Promote better decisions around sustainable home ownership

Provide better access to the range of housing products across the entire market
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Universal service would improve transparency around the products available

Support promotion of higher standards of service provision by providers wishing to be linked in to the service
Similarly a universal service would help break down barriers and stigma around different tenures and help
mainstream the idea of a housing career that can change over time and with individuals’ circumstances.

Move away from crisis work and cut costs over time.

Stage Two — What are my Housing Options?

At a headline level there would appear to be 5 broad options available to most individuals considering their next
step in housing:

Remaining in their current home

Private rented sector

Social rented sector

Low cost home ownership (shared ownership)
Home ownership

aprwNE

Remaining in the current home

Although an individual may be considering a change in housing, it may be that the decision to remain in their
current home may be preferable or desirable. It is equally important that an individual is able to consider and
choose this option if it is appropriate.

The starting point is therefore does the individual actually want to move. If no, what then are the issues that may
be prompting them to seek to move? Key considerations in this area may include advice around:

prevention of homelessness (e.g. family reconciliation, responding to others pressures that have prompted an
individual to apply for homelessness status)

advice and support for aids and adaptations that could for example enable elderly or vulnerable individuals to
remain in their current property

good quality information about other options that may lead an individual to decide to stay put for the time being
(with for example a savings plan put in place)

advice and support around other home improvements that could prove effective in enabling the individual to
remain in the property (e.g. extension, adaptations, loft conversions etc).

access to financial advice (e.g. around refinancing, benefits, debt management etc)

arbitration with landlords to resolve tensions

support and advice around access to employment and training

The housing reform agenda must consider what drives people to need to move when they do not want to, and look
at what changes in policy and practice can address this. If the individual wishes to move, what then are the viable
options available?

The private rented sector

The private rented sector is generally considered accommodation that is privately owned (i.e. not owned by a local
authority or housing association), that is being rented out by a landlord. It is a very diverse sector and
accommodation can range from executive housing through bedsits. Similarly tenants can range from wealthy
professionals through to unemployed people in receipt of benefits or very low incomes. Landlords can also be
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quite diverse, ranging from large property companies managing hundreds or even thousands of properties to a
person renting out just one flat.

Today around one in 10 households in England rent their accommodation from a private landlord. This is however
a significant decline from its peak at the turn of the last century when some 90% of stock (1914) was private rental
accommodation. The size of the private rented sector is however relatively small compared to similar economies
France 23%, US 29% and Germany 40%.

Despite its small size it plays an important role in both national and local housing markets providing flexibility and
choice. Although the sector can sometimes be associated with poor condition properties and poor management
standards, it also includes dwellings maintained and managed to a high standard.

In terms of the profile of people living in the private rented sector, key characteristics include:

households were most commonly comprised of single people below the age of retirement

Professionals and those working in highly qualified technical areas were often private renters

It is the most ethnically diverse type of accommodation

It offers the most flexibility of choice, with many people choosing private sector tenancies because of the
mobility it allows e.g. students and people wanting to move because of changing jobs.

It can be however expensive, and even at the cheapest end of the market, there can often be a shortfall between
housing benefit and rent levels. In most cases landlords will require a deposit of one month’s rent, on top of the
actual first month’s rent, paid at the start of the tenancy. For those claiming benefits or otherwise on low incomes,
this can provide a serious impediment to moving into the private rented sector.

Most accommodation in the private rented sector is offered on Assured Shorthold Tenancies (AST), which means
that after the initial lease expires, unless it is renewed, tenants can be evicted at two months notice. Although a
landlord can evict a tenant on a typical 6 or 12 month AST at short notice, most landlords focus on keeping reliable
tenants who will pay the rent on time and maintain the condition of the property.

Who are the landlords?

Despite the Government® wish to draw large-scale company landlords and institutional investment into the private
rented sector as a means of guaranteeing better standards of management and maintenance, the number of
company and large-scale landlords appears to have been declining. Instead the sector is increasing dominated by
small-scale private individual landlords renting property as a sideline activity.

Nearly two thirds (65%) of privately rented dwellings are owned by private individuals. Private individual landlords
typically have other paid employment (65%) and rarely (39%) derive more than a quarter of their income from rent.
Most, however, see their property as an investment (73%). Dwellings let by companies and other organisations
account for less than one third (30%) of privately rented dwellings. Many company and organisational landlords
only have small portfolios of properties (26% have less than 10) and only two fifths (41%) derive more than half
their income from rent.

Over the past decade there has been a big increase in the proportion of dwellings owned by ®ide-line investor©
landlords - individuals and companies for whom renting property is not a primary occupation or source of income,
but who, nevertheless, see their property as an investment (whether for income, capital growth or both).
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Large sections of the private rented sector (21%) are not generally @ccessible to the public©as they are let
(including let rent-free) to relatives or employees of the landlord and are not available on the ®©pen market©

Nearly half (46%) of the dwellings more recently let on the ©pen market@were let unfurnished, more than three-
quarters (82%) required a deposit and more than two-thirds (70%) references.

Landlords of most dwellings have a preference for the type of person they want to let their dwelling to. Small
landlords are more likely to have a particular preference for the type of person they want to let to than larger
business or organisational landlords. Preferred tenants are those in work, particularly ®oung professionals©

Housing benefit

Lettings to tenants on Housing Benefit account for only 18% of lettings overall and some 30% of landlords have
never let to tenants on Housing Benefit. Nearly three-quarters (70%) of those with experience of letting to
tenants on Housing Benefit would prefer not to let to people on benefits, with landlords frequently dissatisfied with
the speed of processing claims (60%).

So, what might a @ealthyCprivate rented sector look like?

Well managed, well maintained, affordable private housing can play an important and complimentary role in
housing markets. It can play a significant role in meeting both short and longer term housing need, providing
choices for a wide range of consumers that meet their needs at a particular moment in time.

In recent years, as affordability and supply issues have become pronounced, the private rented sector has
increasingly provided a valid housing option in many parts of the country. It does however vary in terms of access
and quality, both in terms of accommodation and landlord services.

The private rented sector and constrained choice

It is also important to recognise that the private rented sector is a housing option that can be determined by
constrained choice. While some in the private sector are lifestyle renters — i.e. they have other options available
but have made a deliberate decision to rent - other tenants may aspire to be homeowners or to secure a home in
the social sector.

These individuals may be waiting for social housing in an area where an appropriate let is not available or where
they may not actually be able to access social housing (for example, they are not in any priority need and are “too
well off” to access any discretionary lets).

They may also be in a position where they can't afford a mortgage or a deposit to realise ambitions around home
ownership.

A number of important pieces of work have been carried out looking at the scale of this intermediate market, most
notably by Steve Wilcox for the Joseph Rowntree Foundation. However, it is fair to suggest that this group has
arguably been given less consideration in housing discussions than those in the social sector or those in or able to
access home ownership. This despite their position having become increasingly acute in recent years as both
social housing supply and house price inflation have squeezed their options at both ends of the spectrum.

It is critical in thinking about the wider housing reform programme to consider the position of these tenants.
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Regulation of the private rented sector

The issue of the regulation of the private rented sector is one that has been debated at length. For example, the
CIH and British Property Federation review in 2001 Chains or Challenges? The Prospects for Better Regulation of
the Private Rented Sector.

After a period of deregulation flowing from the 1988 and 1996 Acts which saw the scale of the private rented
sector grow from 8% to 12% of households, the Housing Act 2004 introduced specific provisions to enable local
authorities to work to secure improved management arrangements and property conditions within the sector.

The Housing Act 2004 introduced selective licensing of private landlords, with this legislation intended to ensure
that landlords of residential property are fit and proper persons or if they are not, that they employ agents who are.
However, to avoid excessive regulation, licensing is generally only applied in limited circumstances, specifically
there is to be:

mandatory licensing for houses in multiple occupation (HMOs);

additional licensing for other types of HMO in particular areas designated by local authorities; and

selective licensing of privately rented properties in designated areas which are suffering from low housing
demand and/or antisocial behaviour.

Although local authorities do have some relatively new powers to regulate the private rented sector, it remains a
lightly regulated part of the housing landscape. Rightly (and in keeping with risk based practices), the focus of
regulation is generally targeted at problematic parts of the private market, but there remains insufficient focus
given to understanding the market as a whole. As such there is no equivalent of social housing regulation focused
on securing standards and quality of provision across the whole sector.

In Scotland there is a much more hands-on approach. All landlords (with a few exceptions) are now required to
register with their local authority, to ensure that they are a "fit and proper person” to let property. It is an offence to
let any house without being registered.

Local authorities’ work with the private rented sector has long been seen as a 'Cinderella’ function. In many areas
it has been considered less important than services such as provision of social housing, tackling homelessness, or
development control for new housing. It has been under-resourced and seen as a low priority service which the
council will use to intervene to ensure a minimum standard as and when problems are reported.

IDeA and, subsequently, LACORS have invested substantial resources in supporting local authorities to deliver the
requirements of the Housing Act and promote awareness of their role. CIH has published two documents offering
assessment and guidance on local authorities’ wider work with the private rented sector, looking at practice in
private sector teams and links to the wider strategic role. CIEH was instrumental in delivering an extensive
training package focused on the Health and Housing Safety Rating System (HHSRS), and have undertaken a
survey into levels of enforcement more widely.

Some authorities have been commended for their work with the sector. For example, Bolton received Beacon
Status in 2006 for engaging with tenants in market renewal areas. Islington Council’'s work to improve standards in
the private rented sector in partnership with landlords and the community was highlighted in a 2006 inspection
report by the Audit Commission.
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However, inspections by the Audit Commission’s Housing Inspectorate have for several years been unable to
identify many excellent private sector housing services, and Audit Commission data shows that performance of
private sector housing departments compared to other local authority housing services has been consistently poor.

A better regulated private sector

The private rented sector is playing an increasingly prominent role in meeting housing need as well as being a
(and sometimes the only) tenure option for many people. As such it is not possible to look at housing reform
without looking at current and future role for private rented sector. CIH is clear that if we are to look at a more
fluid and comprehensive approach to individuals’ housing options and housing careers, then a good quality private
rented sector must play a key role and we need to ensure that it can fulfil this role. Recent growth in private rental
provision means timely to review how well the sector is currently operating. CIH welcomes the Rugg review and
looks forward to its findings - we will respond to that review in detail when it is published.

At present there appear to be three schools of thought on how to take forward regulation of the private rented
sector:

Better implementation of existing regulation, with no new regulation necessary;
Focused regulation targeted at the bottom end of the sector, with upper sector being left to "self-regulate©and
Entire regulation of the whole sector in order to effect more widespread tenant protection.

We know that good quality, well managed housing plays a key role in many aspects of people’s lives. In this
housing is unlike many other goods and services. There is a wealth of research that highlights both the benefits
and detrimental impact that differing qualities of housing provision and services can have on individuals and
families.

CIH is clear that businesses that play such a fundamental role in underpinning life chances and providing a
platform for opportunity should be of a universally good quality and well run. ~ We therefore believe that it is
appropriate to review existing regulation and move to put in place an appropriate, proportionate regulatory
framework that ensures that tenants and landlords in this sector are better protected and better served.

Although strong consumers have the ability (and money) to exercise choice and move to another landlord, there
are many people in the private rented sector who are limited in their ability to do this and while supply of social and
affordable market alternatives is scarce greater protection for tenants is required.

Where next?

Although we would not support a general extension of regulation for the PRS we do believe that there are reforms
that could help make the sector and its regulation work more effectively. The Law Commission’s proposals in
Renting Homes show that there is scope for reducing the overall burden of regulation without upsetting the current
balance of rights for both landlords and tenants. It is important that any changes have the broad consensus of the
industry in order to maintain the current levels of investment. There a number of changes which we believe could
be made which would help make the existing regulatory regime function more effectively and which are consistent
with our foundations. These are:

A review of the sources of information that are held by local authorities that could be used to better target
intervention and support;

Mandatory self regulation;

Tenancy reform - implement the Law Commission’s proposals for Renting Homes.
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Reviewing sources of information available

It can be difficult for local authorities to identify and target PRS property for intervention because there is no list of
all landlords and rented properties (such as a mandatory registration scheme would provide). Local authorities
already hold various sources of information that could potentially be usefully used to target their activities and
interventions in the sector. For example, council tax registration and claims for housing benefit could potentially be
used to identify landlords who have refused to come forward for HMO licensing. However, data protection and
other legislation (such as the Social Security Acts) does not permit the exchange of information otherwise than for
the purpose that it was originally given. Some very limited changes in data protection law could be considered to
enable the authority to carry out its strategic housing functions more effectively. This reform would have at least
two clear advantages over a compulsory registration scheme:

It would not require a large separate bureaucracy and database (and the consequent use of scare resources)
to collect, input and maintain information. A registration scheme can only really work if the data is held
centrally because some landlords will own property in more than one area.

It would not be dependent on landlords’ good faith to come forward and register their details and so would be
difficult to evade. But equally it would not require landlords to do anything either.

Mandatory self regulation

This idea has already been suggested by the Law Commission in its consultation paper Encouraging Responsible
Letting as its favoured option for improving standards in the sector, and would bring significant benefits.

Self regulation, in its wider sense (e.g. accreditation schemes as well as regulation by industry trade bodies) has
already proved to be an effective tool in raising standards. However, its weakness is that it is self selecting — only
those that intend to act in good faith come forward. If self regulation remains voluntary landlords who refuse to join
a scheme may gain a competitive advantage by keeping their costs down (e.g. membership fees, settling disputes
and low standards of property maintenance).

On the other hand compulsion to join a centralised licensing regime may put off some potential investors from
investing in the sector altogether — especially if they have no confidence in the integrity of the scheme. Earlier CIH
research showed that landlords had a general distrust of the motives of government and of regulators (and in
particular local authorities) partly because they suspected a general bias against landlords (an ‘anti-landlord
culture’). It is important that the regulator has the confidence of both the landlord and tenant communities alike. A
better solution will be to require all landlords to join an approved scheme of their choice run by a first tier regulator
(such as an industry trade body code of practice or a local authority approved accreditation scheme). Despite this
general distrust of regulators our earlier research has shown that where a regulator has established a long track
record of impartiality confidence in regulation will grow.

Landlords who refuse to comply with the terms of the scheme they have joined would risk being expelled. A range
of legal sanctions could apply to landlords who refused to join any approved scheme. Ultimately this could include
the penalty of being unable to use the courts to enforce their agreement. However, at this stage we have an open
mind as to what might be the appropriate sanctions for non-compliance and believe that these should be
determined after discussions with landlord groups and other stakeholders.

The whole scheme would overseen by a central regulator that would be responsible for awarding approved status
to bodies who wished to become first-tier regulators. A regulator that failed to apply certain minimum standards
(e.g. develop, adjudicate on and enforce a binding code of practice) would not get approved or could have their
approved status rescinded. This type of regulatory system has a number of advantages:
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Allowing landlords choice over which scheme they join will help build investor confidence and is less likely to
result in withdrawal from the market;

A number of reputable landlord trade bodies that are trusted by landlords already have codes of practice which
they expect their members to comply with;

Landlords who are already voluntary members of a reputable trade body will have a ‘head start’ when the new
system is introduced and so will be rewarded for their positive behaviour;

Competition for business between first tier regulators will help keep landlord costs to a minimum, reducing the
incentive to evade regulation;

Landlords that wished to do so could opt for a higher level of standards. For example a number of private
landlords are already members of the Housing Ombudsman Service;

The central regulator would be charged with setting a ‘floor’ for standards that will prevent a ‘race to the
bottom’ (a progressive lowering of standards to gain a competitive advantage). As standards and public
expectations rise the central regulator could review the floor they have set and if necessary raise it so that the
pressure to improve continues;

The central regulator would not be responsible for policing individual complaints in the first instance. It would
only intervene at the second stage where there was a compliant about the conduct of the first tier regulator.
This means that it is unlikely to become paralysed by the volume of complaints and could concentrate its
efforts on policy and strategy to drive up standards. Having a number of regulators will help spread the
caseload and result in a better service;

A greater proportion of disputes would be settled by the first tier regulator and would not require the
intervention of the courts.

The government already intends to create a single domain regulator for the social housing sector (Tenant Services
Authority - TSA). Provided appropriate terms of reference and objectives could be set that have the confidence of
the sector, the TSA's role could be expanded to become the central regulator for the private rented sector. This
would create a single domain regulator for the whole of rented housing which would facilitate a more strategic
approach towards the development of rented housing provision.

Although the there are clear differences between private and socially rented housing that would need to be taken
account of, tenant concerns are often similar across both sectors. A single regulator would help improve cross
sector learning through the exchange of best practice. It would also help to break down the barriers between the
sectors and in doing so would help improve the image of both. If the differences between the two sectors were less
pronounced, competition for tenants would increase and tenant choice and mobility would be improved. Finally, a
single domain regulator would fit comfortably with the Law Commission’s Renting Homes proposals for a single
legal code for rented housing.

The Law Commission’s proposals for Renting Homes

As outlined above the sector is already subject to substantial regulation and intervention. These regulatory
provisions are scattered through a number of different statutes and secondary legislation. Most landlords come to
the market in good faith and wish to comply with their legal obligations. Often where breaches do occur it is due to
lack of knowledge and not wilful refusal to comply. Equally, most tenants are unaware of their rights with respect to
their tenancy, for example most tenants are unaware that clauses in their agreement may be void if they are unfair.

The landlord and tenant’s respective rights and obligations are a complex mixture of express, implied, and in some
cases, void terms. The rules which determine whether an express or implied term takes precedence are not
straightforward. Additional complexity arises from the facts that there several separate legal codes that could apply
to residential lettings (e.g. regulated tenancies, assured tenancies, tenancies outside the Housing or Rent Acts,
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residential licenses and other types of agreement such as lettings with employment), and that each legal code has
its own unique procedures that need to be followed. The result is that the law regulating landlords and tenants is
excessively process driven, making it a technical minefield for the uninitiated and where the person who acts in
good faith can be easily tripped up. It is little wonder that landlords and tenants are often unclear as to their rights
and obligations. This complexity does not promote responsible behaviour amongst landlords or tenants because it
can serve to shelter the irresponsible party behind a screen of legal procedure and technical defences.

Our starting position is that you should not have to be a housing lawyer in order to rent property successfully. The
Law Commission’s proposals for Renting Homes sweep away most of this unnecessary procedural bureaucracy
whilst managing to maintain similar levels of protection for landlords and tenants that they currently enjoy, and as
such should be taken forward. As part of the scheme all tenants would be entitled to written agreement which
clearly states their rights as consumers (including any ‘hidden’ implied terms), and there would be significant
streamlining of both the content and types of tenancy agreements.

The simplicity and clarity of this scheme could help improve investor confidence and help expand the market. Both
tenants and landlords would benefit from a much clearer understanding as to their rights and obligations — this
should help facilitate improved housing management. A whole raft of procedurally based regulation would be
swept away and in doing so would help to highlight the landlord’s responsibility to maintain the dwelling.

Tax breaks and financial incentives to improve management and investment

Whilst buy-to-let has brought welcome investment it has principally been by individuals and other small investors
who often have little or no experience of housing management. Today the challenge is to permanently change
those parts of the sector where low standards stubbornly persist — mainly the sub-sector that caters for the poorest
households. Tax incentives and financial vehicles could have a role to play here by helping to make this sub-sector
attractive to professional landlords (or agents) who are committed to high standards.

The new investment that flowed into the sector following deregulation was given a kick start by the Business
Expansion Scheme (BES). The BES had some success in attracting corporate investors into residential renting.
Following the BES, Housing Investment Trusts (HITs) and Real Estate Investment Trusts (REITs) were intended to
attract more institutional investment into private renting by making it possible to invest through shares (avoiding
the need for direct ownership). In turn it was hoped that a more flexible investment product would prove more
attractive to corporate landlords who could help professionalize the sector. Operating rules and predicted returns
have meant that these vehicles have not achieved their aims.

If a sufficiently tax transparent vehicle could be found and the qualifying rules set to attract the right type of
investor, then tax and investment incentives could be another tool to help drive the worst landlords out of business
through market competition. Tax incentives could prove to be particularly powerful tool when combined
strategically with other financial incentives for landlords such as local authority grants and loans for improvements,
deposit guarantee and rent in advance schemes.

CIH would like to see further work to develop an investment vehicle that is sufficiently well targeted to be able to
direct investment towards the parts of the sector where the poorest standards persist. If one could be found then
combined with enforcement measures it could be a powerful tool to raise standards at the bottom end of the
market.

Recommendations

There are three broad areas in which we suggest changes are needed in improving the private rented sector.
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First, improving access. Much of this can be achieved through the promotion of the integrated housing options
service set out earlier. In particular, work is needed to look at how to improve choice of private rental
accommodation for tenants in receipt of housing benefit. Important progress has been made through choice
based lettings and local housing allowances but further work is needed to open up private renting to these tenants.
A closer look at the transaction costs involved in private renting is also warranted (for example, looking at the
ability to roll over leases rather than new lease (avoid resigning costs leveraged by agents and landlords). Some
of the proposed reforms to access of social housing will not be viable unless access to quality PRS properties is
improved.

Second, improving quality and management. Many landlords provide good quality housing and services for their
tenants. However if we are to realise ambitions around driving forward the role of the private sector rental market
then good standards must be the norm, with clearer consumer focused recourse for tenants who are not receiving
good services. We believe an appropriate and proportionate form of regulation can best achieve this. As
differences between social and private tenancies blur, it will be particularly important for regulation of residential
property to explore convergence on shared standards.

Finally, more needs to be done to support the housing aspirations of those for whom the private rented sector is
not a market of choice, or for whom the private rented sector is a stepping stone to another form of tenure (e.g.
home ownership). In this, CIH has a long track record of developing ideas around sustainable outright and shared
home ownership.

Such schemes are based around a desire to enable people to save money to enable a more sustainable planned
entrance in to home ownership. While many schemes have been developed around existing and prospective
social housing tenants, there is a question about the need for a universal savings route to support individuals in to
sustainable homeownership. CIH would welcome further work in this area, notably consideration around how best
to extend a fair savings scheme across different income groups.

Revisiting the terms and conditions on which social housing is provided could also provide another housing route
for people living in inappropriate housing in the private sector.

Outstanding Issues

There are a number of outstanding issues that need greater consideration in examining the position of the private
rented sector in a more comprehensive housing offer. These include:

The short and longer term cost to taxpayers of greater take up of private rented sector accommodation via the
housing benefit bill

The risk to social housing provision of housing benefit income moving over to the private rented sector
(housing benefit provides the bedrock for much of the social sector’'s important development programme)
Whether location of private sector regulation should remain with the local authority and Audit Commission or
move to a national body such as the Tenant Services Authority.

Developing an appropriate regulatory model that recognises the diversity amongst private landlords, but that
creates a common set of minimum standards;

Expanding private sector provision

Finally, this paper has not considered how best to grow and expand affordable private sector provision. With the
gap between those accessing social housing and those able to afford ownership growing in the current economic
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climate, this question is particularly pressing. The Grainger report Encouraging greater quality and quantity (2008)
provides some suggestions as to how supply in this important part of the market can the stimulated, and we hope
that Julie Rugg’s review also considers this as part of her recommendations.

There are a number of options worth further exploration — for example a recent CIH delegation to Hamburg spent
time considering the German post-war product. This model provides long term tax breaks for private
(personal/institutional) investors in homes for rent in the form of no capital gains tax on disposal of property that
has been rented out for minimum of 25/30 years. This is accompanied by a commitment to decent management
standards, standard (but much more secure that our) tenancies, within a (semi) controlled rent regime.

While this is but one model, it is illustrative of alternative approaches that can encourage long term investment in
homes, minimise the burden on the state, create a framework for landlords to opt-in to light touch regulation on a
something for something basis. Importantly, such an approach would also target a key (and growing) group
currently missing out in the housing market.

Social rented housing

Next year marks the 60th anniversary of Aneurin Bevan’'s 1949 Housing Act. It was this piece of legislation that
removed the restriction on public housing as a benefit for only the working classes and ushered in his now famous
vision of the living tapestry of a mixed community.

Although important changes have taken place since Bevan's legislation, the vast majority of our housing policies
and practices are still built on its post-war welfarist foundations.

In the 60 years since the war we have seen massive changes in our society. Today, a home is much more than a
place to live. It is also, and indeed sometimes only, an investment, a pension, an income, an office, a business and
sometimes a potential liability. Society has moved on but our basic principles of public housing policy have not.

Today just less than 20 per cent of our housing stock is social. But as numbers have declined due to right to buy
and demand has increased as affordability has tightened, well intentioned practices of rationing this scarce
resource to those most in need have altered our use of social housing from a public good for all, to one that has
exacerbated concentrations of deprivation.

As John Hills highlights in his report, over the last 25 years the role of social housing has changed measurably. It
has become a smaller part of the housing landscape, although the 4 million homes in the social sector remain a
key part of our housing stock. Most significantly, the universal post war provision that was aimed at households
from a range of incomes has become more tightly constrained with new lettings focused on those in greatest need.

As a consequence today social housing provides homes for tenants much more likely to be on low incomes than
those in other tenures. 70% of social tenants have incomes in the poorest two fifths of the population, and the
number of social tenants in work has fallen by over 15% from 47% to 32% between 1981 and 2006. Tenants are
also likely to have higher rates of disability.

Routes in to social housing

At present housing is rationed through a complex combination of statutory and regulatory duties and delivered
through local lettings and allocations arrangements. In recent years positive steps have been made in increasing
consumer power through the introduction of local housing allowances (for private and local authority stock) and
choice based lettings.
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Despite social housing playing a prominent role in local housing provision across many communities, the terms
and conditions on which this important but scarce resource is made available to individuals remains largely
opaque. This can and does lead to conflict and local concerns around transparency and fairness; in recent years
for example this has been particularly noticeable in relation to tensions surrounding (perceived) preferential
allocations to new migrants.

Local authorities have a duty to secure accommodation for people who are homeless through no fault of their own
and who are in priority need. They are required to produce local homelessness strategies that set out how they
and local partners intend to prevent homelessness and tackle it when it arises.

Housing associations are key local partners in the delivery of local homelessness strategies. They have duties
under the Housing Act 1996 to co-operate with local authorities, in so far as is reasonable, to offer accommodation
to people in priority need under local authority lettings schemes and to help authorities carry out their statutory
functions under the homelessness legislation. These duties are reinforced through regulation.

Allocations
At present there are 3 key factors influencing whether an individual or family is offered social housing:

1. Awvailability. This varies throughout the country but in most areas demand for social housing outstrips present
supply.

2. Eligibility. There are two main groups of people not eligible for social housing in England - people who don®
have full rights to live here because of their immigration status, and people who do have a right to live in the
UK but have spent significant time living abroad.

3. Allocations policies. See below.

Allocations policies

All local authorities have flexibility to operate their own allocations policies as long as it fulfils their legal obligations.
By law, every local authority must clearly set out procedures and priorities by which social housing will be allocated
and ensure that information on these policies is made publicly available. They must also ensure that reasonable
preference is given to the following groups:

people who are legally homeless (or threatened with homelessness): the law classes a person as homeless
when they have no home that is available and reasonable to occupy

people in overcrowded or poor quality (e.g. unsafe or unsanitary) housing

people who have to move for medical or welfare reasons

people who need to live in or near a particular location: for example, to be close to special medical facilities.

Most local authorities operate points-based systems, taking into account how long applicants have been on a
waiting list for social housing (the housing register), their level of housing need, and other designated priorities.

Housing associations operate their own waiting lists and lettings policies, although they are expected to make a
proportion of their lettings available to people approved by local authorities (these are nominations).
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Nominations and lettings

Effective co-operation between local authorities and housing associations is therefore critical. This is particularly
important where an association is the majority landlord in an area — for instance in areas where it has acquired
stock following LSVT.

Co-operation on nominations is particularly important. In areas where evidence of local housing need is reflected
in local planning criteria for affordable housing provision, housing associations are required through regulation, to
provide a minimum of 50% of their true voids to people nominated by the local authority. In London, the Partners
in Housing Need agreement provides for associations to offer 75%. In addition to responding to local authority
nominations, housing associations also house applicants referred to them from other statutory sources and from
voluntary agencies as well as people who apply for lets directly.

Who gets priority?

People normally considered @ priority needCare given preferential access to social housing. These include the
following groups:

pregnant women

families with dependants (children)

people who have been made homeless through unexpected changes in circumstances
people aged 16 or 17

certain care leavers aged 18-21

people who are considered particularly vulnerable on emotional and health grounds
people in prison, care or the armed forces.

People who are normally excluded from social housing include:

people who have made themselves homeless @tentionally©- for example, by failing to pay rent or mortgage
payments when they could have afforded to do so

people who previously lost their house due to rent arrears

people considered guilty of anti-social behaviour or convicted of a criminal offence

migrants.

CIH Recommendations

CIH recognises that social housing can play a critical role in housing homeless households and providing good
quality housing for people who cannot access housing on the open market. But we believe that there are a
number of important changes that should be considered both in terms of access and allocations and the terms on
which social housing is provided. We believe that social housing should be integrated into a flexible housing
pathway — one in which individuals can choose to rent, own or part own depending on circumstances that
importantly can change over time.

We offer recommendations that look at what social housing can offer to those who live in it, in terms of flexible
service provision, choice and opportunity to progress on a housing pathway. We also recommend consideration of
what social housing could offer to people who do not always find it easy to gain access to it e.g. the working poor.
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Access and transparency

In the first instance, access to social housing should be one of many options that can be accessed through the
proposed housing options system. A key part of this will be improving knowledge of the pros and cons of different
housing options for those for whom social housing may be their only experience. Also there is a need to make
other tenure options realistic so there is less demand for social housing from those who could feasibly live
elsewhere. In a similar vein, there is also a need to improve information about the social housing options for those
for whom the social sector is an unknown.

As noted, the current social housing system is complex and difficult to understand, even for trained housing
professionals let alone the general public. It is important that this is addressed and the housing options model can
provide a key mechanism to support this. Again, information about social housing allocations, rents and working
could be provided through this service. This would also help with improving understanding about the way that
social housing is provided — importantly addressing concerns around fairness.

Allocations

At present social housing is targeted in most areas at those in most housing need. As Hills has noted, this has
over the years led to residualisation of the sector, and in areas where there are mono-tenure estates,
concentrations of deprivation in social housing.

Although mixed communities can be addressed through estate regeneration (for example adding private and low
cost housing to regenerated social estates) and proactive asset management (selling off select social units and
reinvesting in stock elsewhere), continuing to allocate on a needs driven basis will perpetuate the concentration of
deprivation in social housing unless individuals are supported to improve their circumstances once housed.

Vulnerable people and those in the most acute housing need are prioritised for scarce social housing but the
consequences of this for individuals and wider mixed communities can at times be less than ideal. Local lettings
policies have been put to good use in some areas to prevent a concentration of the most vulnerable in one area.

We also know that this can create issues of fairness with a legitimate concern that the more acute an individual's
circumstances, the better off they may be in terms of accessing a home. In particular, this can present a challenge
in relation to people who find themselves trapped in less than ideal housing in the intermediate housing market
who would be more likely to be able to access social housing, if they were worse off. Notably, this group can feel
aggrieved when they are unable to receive housing help when they are delivering on the government’s ask of them
— in employment, behaving well etc.

Social housing is also allocated (often securely) on the basis of a particular moment in an individual's life — a time
which may be temporary or transitionary. How then do we ensure that the allocations system recognizes this and
provides an appropriate offer that can change with the individuals needs?

Yet until there is sufficient housing stock in the country to address acute levels of housing need, a system of
rationing remains necessary. Within these parameters the priority need categories remain important.
Significantly many vulnerable groups of individuals are provided with priority housing by our current system.

Within the current allocation system there is however a degree of flexibility for local authorities and housing
associations to provide housing to people who are in less acute need in order to support sustainable and balanced
communities. Despite pressures on waiting lists, this discretionary head room remains important.
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What more could be do to enable wider groups of people to access this scarce resource? Does the
current allocations system and how it is operated work as well as it could? What could we do differently?

While rethinking the allocations framework hasn’'t been possible within the parameters of this work, we would
suggest that this may be the best route forwards, rather than looking at incremental changes to an already
complex and poorly understood system.

Having said that, within the current framework there are some options that could be considered.

One option may well be to provide extra points within local allocations for people in employment or training.
Again, the challenge here is the balance between meeting the most acute need and using discretion to provide
incentives to earn points to move up a waiting list.

Another factor that could play an important role in influencing how people access social housing, would be
changing the terms on which social housing is delivered. If social housing is put on a more even footing with
other housing options (notably private renting) and vice versa (for example in terms of quality and choice), then it
may well change the nature of initial demand for social housing and support people to consider more fully their
range of options.

Flexible tenure and Housing Review

For existing tenants, a system of regular review every few years could run through whether someone’s
circumstances had changed to allow them to take up a different part of the “offer.

Lettings within social housing are made on different basis, with housing associations and local authorities
providing a wide range of tenancies — ranging from secure tenancies (a home for life), ASTs (like the private
sector), through introductory tenancies and more recently family intervention tenancies.

Revisiting the terms of which tenancies are provided has always been a difficult subject. On the one hand there
are strong arguments that secure tenancies can provide much needed stability for people (in particular vulnerable
people) who have accessed social housing. They can provide a sound platform through which people can invest
time and energy in a community, can look to find and sustain employment, can safely and securely put children in
to school etc. In short, it can provide a secure platform from which people can look to access greater opportunity
and improve their lives.

On the other hand, it can equally be said that all of these conditions can apply to people who are living on insecure
tenancies in for example the private rented sector, whether by choice or not. Many still have families, are able to
put down roots, feel they can invest in communities and can similarly pursue opportunity. There are many
vulnerable individuals and families in the private sector who live full lives. The case for this would be strengthened
by better provision in the private sector as set out earlier.

As social housing has increasingly been allocated on acute need, we have moved to a position where this scarce
housing is provided on a secure basis based in effect on a decision made at a particular moment in a person’s life.
A permanent decision is made based around what might be transitional or temporary situation. While there are
some vulnerabilities that can be permanent, others can be fluid and change over time. Significantly, there is very
little flexibility within the system to take in to account changes in an individual's circumstances once they are in the
home.

2 John Hills, Ends and Means, p196
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This is where the importance of a housing pathway or career becomes key.

How can we move towards a more flexible system that allows the housing offer for individuals to change with their
circumstances? Which can support the unlocking of the full range of housing ambitions and aspirations and
supports choice and the pursuit of opportunity? Which incentivises individuals and which is fair for both those in
and outside of the system?

In this it will be imperative to ensure that any changes do not further residualise social stock by creating an
unintended imperative for better off people to move out of particular homes.

On the one hand this has to be about continuing to invest in the quality of homes and neighbourhoods so that
remaining in an area or home is desirable. It must also be about a key message that social housing is not a
second tier tenancy. Entry in to it may be targeted at those most unable to afford on the open market, but it is an
equally legitimate form of housing as the private rented sector and ownership. It must also be about flexible tenure
— tenure that can change over time.

In order to realise this, we propose moving towards a system of flexible tenure in which all new lets can be
reviewed after set period of time. This would represent a fundamental shift away from the majority of current
lets that provide a largely static tenancy for life. Reviews would not just be about the tenancy, but the services that
are associated with it.

This recommendation is consistent with the call from Martin Cave in Every Tenant Matters where he suggested
that tenants be offered choices over different types of service, at different costs:

Access times to tradesmen
Different payment mechanisms
Access routes to housing staff
Priced additions to landlord services
Property refurbishment options

Over a longer period of time it should be possible to broaden individual choices in such areas as:

Choice based lettings and transfers
Opportunities to change tenure

CIH proposes that government consider how we may be able to move towards a range of options for
individuals that could be provided on a different basis depending on how circumstances have changed.

For example, if circumstances haven’t changed:

Could be seamless rollover of their existing lease on the same terms if the circumstances are the same, with
an opportunity to target support if support isn’'t already in place;

If their circumstances have deteriorated — an opportunity to look at what has gone wrong and target support
(both housing based, health based, employment etc)

If an individuals circumstances have improved, and have changed in a sustained way, we would suggest that it is
right and fair that there is a menu of options to choose from, but that the existing terms and conditions are not an
option:
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Advice and support to unlock LCHO options (see following recommendations on this), including savings
support (which should be aligned with any model provided to tenants in the private rented sector and people
saving for their first home).

Advice about private rental options.

Advice about full ownership.

A change of conditions in existing home — e.g. rent increase towards a more market level (which could be
reinvested in better services or more homes) if the individual does not want to move or pursue other options.
Any such change would need to have an appropriate taper so as not to provide a disincentive for individuals to
seek employment or improve their circumstances and would naturally need to be aligned so that it is cost
neutral with regards housing benefit. As the HRA review is underway, this could be a timely opportunity to
revisit rents’ policies more widely.

Existing tenants

We recognise that there it would not necessarily be possible to put these measures in place on a statutory basis in
relation to existing tenancies, but they could be implemented for all new lets and re-lets. This would create a two
tier system for some time as existing social tenants end their tenancies or move to new agreements. However, it is
possible to help existing tenants to make progress — offering the same support system as is available to new
tenants. It is also possible to make good use of customer insight and use this to make appropriate offers.

Vulnerable groups and older people

As noted, social housing plays a key role in housing and supporting vulnerable groups and older people. We do
not propose that these groups are outside of any new approach which should in principle be universal. What will
be important is that any new model fully takes in to account individual circumstances. Where for example
vulnerability is permanent or acute, there should be sufficient flexibility to not require housing reviews on the same
terms suggested for other tenants.

Mobility

A distinct issue raised in Hills is the lack of mobility in the social sector relative to the private rented or owner
occupied sectors. Choice based lettings is already making useful in roads in supporting tenants in this area, and
the further roll out of this and local housing allowances will further promote mobility. Furthermore, the new Tenant
Services Authority has as a core part of its remit a commitment to expanding choice for tenants (through for
example provision of comparative information about landlords, development of methods by which tenants can
change management, and a responsibility around growing the pool of affordable housing providers)

The collapse of the Move UK system should not undermine the need for a national, coherent framework to enable
tenants to look further afield at wider options. While the current statutory framework remains in place and there is
a scarce supply of housing it is however likely that tensions around local connections will remain.

While building on new sub-regional arrangements and moves to pilot a new national model make take some time,
in the short term it may be possible to look at how discretionary lets and relets are used by local authorities and
housing associations. This may provide an opportunity to prioritise some of these for people wishing to move for
training or employment. In areas where supply is particularly scarce there will be limits in terms of what can be
achieved here. There is of course a wider role for RDAs as they take on housing and transport alongside
economic roles to try to make sure there are suitable jobs near to housing, and that transport networks enable
people to move cheaply and easily between home and work.
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Worklessness

Britain needs a welfare system that identifies and addresses the barriers that hold people back and ensures that
everyone who can work does so.

Considerable work has been done looking at worklessness since John Hills’s report was published in early 2007.
Most of this work has however looked at developing good and best practice amongst landlords to promote
employment and training opportunity for social housing tenants. In addition to this there are a number of steps that
could be taken:

Targeted, joined up advice and support at point of entry as part of the housing options package
Revisiting employment training as part of any housing reviews

Bonus points in allocations system for employment and skills

Revisit impediments in current system (e.g. housing benefit reform)

Some lets made available especially for people seeking to move for work or training

The question does however remain as to what to do if people not taking advantage of platform provide by social
housing? Should these individuals be treated differently from those in the private sector (both home owners and
people in private lettings) who are in a similar position?

We would suggest that the first point of call should be improved use of the sanctions already available through
benefits system. This would avoid targeting individuals in the same position simply because of their type of
tenure.

There may however be some avenues to consider that could be applied and targeted at the social sector. This
could for example include restricting access to any preferential savings schemes or existing discounts (which
would require changes to statute) — but it is important to acknowledge that would also risk perpetuating a wealth
and disadvantage gap.

We believe that the vast majority of people who are worklessness (regardless of tenure) aspire to good quality
employment, but the question remains how best to tackle the small group of entrenched hardcore NEET who
remain in subsidised social housing, especially when other people in similar or more acute circumstances who
would be willing to make the most of a tenancy remain outside the system or on waiting lists.

Work incentives and housing benefit: Some options

A key part of any thinking around worklessness has to include consideration around the impact and implications of
housing benefit. CIH is aware that Treasury and Work and pensions have an internal review of this underway.
We remain concerned that dialogue on this, and in particular its significance in relation to housing reform, remains
under-explored.

There are a number of possibilities for changes to housing benefit that may help contribute towards tackling
worklessness.

Reducing the taper

There seems little doubt the answer to the problem of increasing work incentives for workless households does not
lie in a straightforward reduction in the housing benefit taper. There are a number of good reasons why this is so:
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One of the main effects of reducing the HB taper is to increase the incomes of those who are not in work but
not on income support such as incapacity benefit claimants. So arguably the effect would be to reduce work
incentives for a significant number of claimants who are long-term workless.

It is the overall marginal tax rate that produces the disincentive effect rather than the housing benefit taper in
isolation. The overall marginal tax rate is arrived at from a number of different tax and benefit withdrawals. The
highest overall withdrawal rates (in excess of 90%) occur when tax credits (working tax credit and child tax
credit) housing benefit and council tax benefit are withdrawn concurrently.

HB/CTB is calculated net of tax credits (i.e. after the tax credit has been withdrawn), over the range of
incomes in which both tax credits and HB apply even a relatively large reduction in the HB taper (say 10 or
20%) results in only a relatively small reduction in the overall marginal tax rate. In fact to get the overall
marginal rate to below 80% you would need to reduce the taper to something like half its current amount (i.e.
by around 30%). This would make the cost prohibitive. (Realistically a 5% reduction in the taper is the most
that could be hoped for politically).

In the worst cases a 10% reduction in the HB taper translates into net reduction in the marginal tax rate of just
3.1% (resulting in an overall marginal tax rate of around 92% or 86% once CTB has expired). In other words if
the claimant increased their gross earnings by £10 they would see a net gain of just 31p. And even this tiny
marginal incentive would incur a significant deadweight cost (see below).

Work done for CIH and others in 1998 showed that the most effective way of reducing the overall marginal tax
rate over the range of incomes at which the tax credit and HB tapers operate concurrently would be to include
a housing costs element in tax credits instead of housing costs being met by HB. This would avoid concurrent
withdrawals and the worst excesses of the poverty trap: this would reduce highest withdrawal rate to just
below 70% (or around 75% where the tenant is also entitled to CTB).

Including a housing costs element in tax credits would also have the advantage that it would only be payable
to those in work and so would not have such a heavy deadweight cost.

For similar reasons Citizens Advice have proposed that the child care element in the HB calculation should be
removed and paid as a separate tax credit on its own in much the same way that the child elements were
removed from income support when the tax credit reforms were introduced. This would have the added
advantage that it would considerably simplify the calculation.

Whilst a reduction in the taper reduces the depth of poverty trap (i.e. lowers the marginal tax rate) it comes at
the cost of extending its width (i.e. the range of incomes over which it applies) reducing incentives for those
income groups that benefit from its extension. Each 10% reduction in the taper extends the range of incomes
over which HB is withdrawn by 28% of the rent (E.g. if the tenants rent was £100 a 10% reduction in the taper
would extend the range of income over which the poverty trap applied by £28).

Enhanced earnings disregards

The other main way to increase the incentive effect within the existing HB structure is to increase the earnings
disregard. This is better targeted than a straight reduction in the taper because it only applies to earned
income.

The basic earnings disregards have remained frozen since 1988 (at £5 for a single person and £10 for a
couple) — although two new higher rate basic disregards have been introduced (£20 for disabled people and
carers, £25 for single parents) plus two new additional earnings disregards.

The additional earnings disregards provide an incentive for working families and in particular lone parents. The
additional earnings disregard applies to certain claimants (mainly working families or others entitled to tax
credits) increase their part-time work to at least 30 hours per week. It is currently £16.05 and is up-rated each
year in line with tax credits. The child care disregard helps lone parents or couple who are both in work (and
certain others). Child care costs of up to £300 per week (E175 for one child) are disregarded.
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Because of the action of the taper the basic £10.00 disregard is worth £6.50 to the claimant (£8.50 if they are
entitled to CTB). Note that the higher the HB taper the more it is worth. However, it extends the range of
income over which the poverty trap applies by its full value (£10). So a big increase in the basic disregard
would extend the range of incomes over which the poverty trap applies by the same amount.

Extended extended payments (EEPs)

Currently extended payments (EPs) pay benefit at the previous rate for a further for a further four weeks when
the claimant starts back at work or increases their hours if certain other conditions are met (see below). So if
HB was paid at 100% of the rent it will continue at that rate for a further four weeks.

The current qualifying conditions are (broadly):

o the claimant or their partner have been on income support, jobseeker’'s or incapacity benefit for at
least 26 weeks prior to the claim
o they start work (or increase their hours) in a job which is expected to last at least five weeks

There is no requirement for an additional claim the claimant merely has to inform the DWP when they start
work. Some improvements are being made to the process in October 2008.

As an incentive EPs are generally well targeted since they are only available to people who are starting in
work and who have been long-term unemployed.

During the period they are in payment there is no disincentive for the claimant to increase their pay or hours of
work. They are also easy to claim, administer and understand for the claimant. Their main disadvantage is that
produce a sharp ‘cliff face’ at the point they are withdrawn.

Part of the original policy intention was that EPs could be justified because when people start work they are
usually paid in arrears and so EPs help tidy them over for the first four weeks. However, as a work incentive
there is no reason why they might be paid for a longer period.

One approach might be to pay longer EPs (say for example 13, 26 or 52 weeks) depending on the length of
time the person has been out of work. This could be combined with a stepped reduction in the amount payable
in stages (for example paying the EP at 75, 50 or 25% of its normal rate, after 4, 13 and 26 weeks
respectively) to help lower the height of the cliff face and ease the claimant back into the habit of paying the
rent. It would also help spread the cost of the reform (instead of say, paying 100% of the rent for 52 weeks). A
stepped taper based on a fixed proportion of the original amount of HB payable would also be relatively simple
to understand and administer.

EEPs for the long-term workless could be justified on the basis that the earnings of previously long-term
unemployed people tend to rise if they manage to sustain work for a reasonably length period.

However, one potential disadvantage of awarding longer extended payments based on the length of time
someone has been out of work is that it could act as a disincentive to extend a period of worklessness.

Fixed benefit periods

Anecdotal and other evidence indicates people in low paid work on HB (and tax credits) with variable incomes
whose HB assessment never quite catches up with their current circumstances can find the whole experience
so dispiriting (especially if they accumulate large overpayment debts) that it acts a strong disincentive to work.
The old family credit system was liked by claimants because it provided them with certainty: the amount of
benefit being based on a retrospective assessment and the award being fixed for six months. Contrast this
with tax credits which are considerably more generous but has caused stress to many claimants because it is
based on a rolling assessment which makes the initial award on a projected income which is adjusted
retrospectively.
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Fixed benefit periods could have a big deadweight cost, especially if they were applied to all claimants both in
and out of work — although there is no reason why fixed benefit periods could be a concession to claimants in
work. Far from complicating HB it might actually make it easier to administer because it would free benefits
departments from constant reassessments.

Another variation on fixed benefit periods would be to allow for benefit to be fixed for a set period but allow the
local authority discretion as to the length of the period over which benefit will be fixed. The length of the period
would be fixed at the date of the award but would take into account predicted changes in circumstance. So for
example the award would be fixed at a rate for a period of between 4 and 26 weeks. This could help avoid
some of the deadweight cost whilst providing reassurance to claimants that they would not be at risk of an
overpayment for the period in question. Obviously the effectiveness of this would be reduced if the claimant
was only ever granted short assessment periods.

Fixed benefit periods would be popular with claimants and could provide a strong incentive. However, the
government has resisted their introduction when proposed for earlier reforms, no doubt due to risk of incurring
a heavy deadweight cost.

If a housing tax credit was ever introduced it seem unlikely that it would be a feature of that system. Indeed
this feature of tax credits (their variability) may actually erode the perceived value of some the real incentive
features that could be achieved by moving towards housing tax credits.

Structural reform of HB (no longer based on 100% of marginal cost)

Prior to 1998 HB was not based on the full rent but only a proportion of the full rent. As a result when the
tenants rent increased HB only reimbursed the same proportion of the increase. In other words the cost of the
rent increase was shared between the claimant and the tax payer. There are strong arguments for moving
back towards such a system to help improve perceived and real work incentives.

It is important to note that a change of this kind does not necessarily mean that claimants will be worse off —
the pre 1988 system was more generous — what matters is the claimant’s total income after housing costs —
rather than their net rent.

A restructured HB system would address the moral hazard — whereby tenants commit themselves to
unreasonably high levels of expenditure or take little interest in rent increases safe in the knowledge that the
tax-payer picks up the tab.

The current structure also creates a moral hazard for landlords. Prior to rent restructuring it was common for
landlords to justify large rent increases on the basis that those on HB would have the whole of the marginal
cost covered. Often very little attention was paid to fact that the effect of rent increases was to extend the
poverty trap.

More significantly from a tackling worklessness perspective the current structure may well have a significant
work disincentive effect particularly if combined with direct payments to the landlord and considered in the
context of the kinds of housing management practice it encourages.

Tenants in low paid work are known to be at high risk of falling into arrears. Consequently they receive the
greatest degree of pressure from housing management staff (but probably less support because HB is more
difficult to work out predict with certainty — see below on take-up). Whilst they are not working and HB is being
paid direct they are not subject to the same pressure — this could be a significant element in the overall
perception that you are “better off” not in work.

The notion that when you are out of work you don’t have to pay any rent (even if not strictly true) in itself
arguably creates a powerful incentive not to work. Indeed it is perceived to be as one of the benefits of not
working. This is also bad for the image of workless tenants generally amongst the wider working population
and a source of resentment which ultimately makes workless tenants more politically vulnerable.
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There are two methods by which such a structural reform could be achieved either by paying a flat rate
housing allowance or by increasing working age benefits (e.g. JSA & ESA) across the board. HB would then
be payable only on a proportion of the rent.

The principal objection to this kind of reform is that tenant choice and mobility is restricted in the social sector.
However, tenant choice and mobility will be partially addressed by rent restructuring and choice based lettings
reforms. These reforms are expected to be rolled out /completed by 2012 and may even be enhanced by
further initiatives as part of the wider housing reform programme.

Reimbursing tenants on HB at less than 100% of their rent would mean that they take a stronger interest in
their rent. It would also provide them with some incentive to consider what kind of accommodation they occupy
and so would aid tenant mobility (even if only to a marginal degree).

The perception that you are better off out of work because you do not have to pay rent would be considerably
reduced. Arguably this may well have a stronger incentive effect than any marginal gain from say, a 5%
reduction in the taper.

There is no reason why a reform of this kind cannot be combined with some of the other reforms above —such
as a reduction in the taper. One of the reasons why the HB taper is set at such a high level is precisely
because any marginal costs are fully reimbursed. A restructured HB would make reducing the taper less risky
for government.

Restructured HB would help facilitate reform of the HRA. HM Treasury is nervous about giving freedoms to
councils to set their own rents once rent restructuring is complete because they fear that the HB Bill will rise as
landlords ratchet up rents to generate more income (60-70% of tenants being on HB). Restructuring HB would
help reduce this risk as landlords would have to pay greater attention to the effect of rent increases on HB
claimants. Thus it could help open up much more radical HRA reform than the more cautious approach that
the Treasury insists on without it. The alternative is for the government to maintain rent controls post 2012.
Another advantage would be that it would encourage landlords to engage with their tenants. At present there
is little incentive to engage with tenants that are on 100% HB especially if it is paid direct to the landlord.

Other initiatives to improve work incentives

It is clear that much could be done to improve work incentives through initiatives by landlords and local to
authorities to improve take-up (regardless of whether the HB rules change). DWP statistics show that the take-
up of HB (of those entitled) amongst working households is only half that of working households (between 41-
54% by caseload or 50-66% by expenditure). This compares unfavourably with take up rates of in excess 90%
(by both caseload and expenditure) for workless households.

Claimants are discouraged from claiming small amounts of HB (say anything less than £20 per week for a
short period) because of uncertainty about entitlement due fluctuations in income and because of the hassle
factor in claiming.

This also discourages tenants to make claims where there is a temporary fall in income, if a temporary change
continues longer than expected the backdating rules make it difficult recover what they could have claimed
with the result that the household budget is put under pressure.

Fixed benefit periods combined with changes to the backdating rules for working households could help to
resolve some encourage tenants who experience short-term disruptions in their income whilst in work to claim.
Landlords, government and regulators should review their performance regime to ensure that it places greater
emphasis on support and encouragement for working household especially in the provision of welfare rights
advice which is usually targeted area at workless households.

Consideration should be given as to whether increased flows of information between social landlords and the
benefit and tax credit authorities can be used to help improve take-up (e.g. data protection barriers).
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Benefit conditionality measures

It remains unclear whether the DWP are considering whether HB should form part of the overall sanctions
regime.

One way to deal with this would be to apply benefit sanctions on a model similar to that being piloted for anti-
social behaviour. In this model sanctions can only be applied if the tenant has been offered an appropriate
package of support which addresses their behaviour and they refuse to participate in the programme. (Note
sanctions can already be applied to claimants on job seeker’s allowance — should these people face a double
penalty by virtue of being in receipt of housing benefit?)

This approach would enable leverage to be applied to all existing long-term workless tenants not just those
who have a new tenancy.

Work conditionality was previously piloted for claimants who do did not qualify for our of work benefits (e.g.
because their income was too high). However, the scheme was later abandoned — presumably because it
applied to too few claimants and created a disproportionate administrative burden

Recommendations

It is clear that the current social housing system has developed incrementally and while it has changed since its
inception almost 50 years ago, it does not appear to be providing the platform for tenants that government would
expect or tenants deserve. CIH suggests that this housing reform agenda provides an opportunity to have a
fundamental rethink about the role of social housing but that this must be firmly rooted in the context of the wider
housing offer. In relation to social housing there are a number of key steps that are needed:

A review and rethink of the access and allocations framework. Significantly, who is allocated social
housing, how lets are prioritised, and how the overall system interfaces with support around housing options;
A move towards flexible tenure and tenure reviews. We would welcome a move to a system that is
capable of responding to an individual’'s changing circumstances and suggest that reform of tenure is needed
to fully enable this;

Development of a joined up approach to mobility. Tenants should have greater choice of providers and a
stronger ability to move for employment.  CIH welcomes further work on the roll out of joined up CBL
schemes and the development of a national mobility scheme.

As noted, we recognise the importance of the current review of housing benefit and have made a number
of explicit recommendations about how this could be taken forward.

Shared ownership

Shared ownership allows a household to buy a share of their home (typically between 25% and 75%) and pay an
affordable, but not social/regulated, rent on the remainder.

A shared ownership property can be sold on to a new shared owner (from the housing association’s waiting list). If
the property’s value has increased, the seller and the housing association each receive their share of the profit (or
share the loss if the price falls).

Additionally, most shared owners have the right to ‘staircase up’ by buying further shares from the association at
current market value.

The Government has promoted shared ownership as a means of helping more people to own their home. Raising
home ownership levels is a Government goal — to help create sustainable communities and asset based wealth,
as well as to meet aspirations for ownership.
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Shared ownership also helps bridge the gap between social renting and owner occupation. This increases choice
and helps take pressure off the social-rented sector by meeting housing needs and using less subsidy per
household.

How fast is shared ownership growing?

Shared ownership has been developing in England since the 1980s, although it still makes up less than 1% of the
total housing stock. However, around 2.5% of affordable housing is now in shared ownership, and this is
increasing rapidly because shared ownership forms a high proportion of new completions (e.g. one third of
affordable housing completions in 2005/06).

The increase in shared ownership since 2002 took off first in London, the South and the Midlands, with Northern
England following around two years later. However, the overall stock of shared ownership properties does not
increase as fast as rates of new build might suggest. This is because shared owners usually have the right to
staircase up to full ownership, so properties are continually ‘lost’ to the sector as people exercise this right
(although exact numbers are unclear). Therefore, some of the new supply only maintains the existing number of
dwellings, without increasing the size of the sector.

Since supply is limited and eligibility constrained, it is hard to determine the full extent of the potential demand for
shared ownership. It is therefore helpful to start by looking at the current profile of those in the sector.

Who currently lives in shared ownership?

The most obvious point about the profile of shared owners is that it is quite different from that of social tenants.
Since shared ownership has only been available relatively recently, and given the need to raise a mortgage, most
shared owners fall within the 25 to 45 year old age bracket - and almost all are in paid work.

If shared ownership works as a stepping stone into full ownership, this young age profile may be retained over
time. Shared ownership is often seen as giving people ‘the first foot on the ladder’ of homeownership - a transition
tenure into full ownership. However, if shared owners find they are unable to make the jump up to full ownership,
they may remain within the sector in the long term.

Most households who moved into shared ownership in 2006/07 moved either from private renting (41%) or as new
households (40%).

Only 7% were moving from social rented housing, despite existing social tenants receiving priority for shared
ownership in most allocation systems, and a lot of marketing of the tenure by some housing associations to their
tenants. An additional 10% moved from owner occupation.

There are some shared ownership schemes designed for older homeowners who need to move to more suitable
accommodation and/or release some of the equity in their houses. However, around three-quarters of those
moving from owner occupation were moving into ‘regular’ shared ownership, rather than these specialist schemes.
This is interesting because most schemes are specifically targeted at first-time buyers.

The likelihood is that most of these were people no longer able to sustain full ownership - such as separating
couples, or people who have lost their incomes — and so their situation is not unlike that of first-time buyers.
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The majority of new shared owners are households without children (85% - see below). This contrasts sharply with
households new to social renting, 41% of which include children.

Almost all new shared ownership households have at least one full-time worker (92%). Incomes are varied and are
substantially lower for ex-homeowners, many of whom are retired and presumably funding their purchase, at least
in part, with equity from the sale of their last home, rather than a mortgage.

At present, around a quarter of all shared ownership sales are re-sales. However, there is very little information on
when, where and why households staircase or move out of shared ownership. This is in part because the tenure is
growing fast from a very low base and hence many housing providers have not yet seen many people leave the
tenure. It is also because there is no centralised recording of second sales and secondary stake purchases in the
way there is for social housing lettings and sales. The numbers and destinations of shared owners leaving the
tenure in the future will depend, among other things, on what happens in the housing market. In many cases,
shared owners purchasing lower proportions of their housing are unlikely to be able to staircase up to full
ownership and may instead stay within the tenure.

The evidence suggests that the majority of shared owners are would-be owner occupiers who are unable to afford
full ownership in the current market. Attitude surveys tend to show them having positive views on home ownership,
very similar to those expressed by full homeowners. Most applicants involved in research were quite explicit that
they would prefer to own outright, but take shared ownership as the next best option.

There is also some evidence that shared owners are divided as to whether they prefer shared ownership to social
renting. Around 40% state that they would like to live in social rented housing if they could get it, a much higher
proportion than amongst full homeowners; interestingly, in this regard, shared owners are most similar to private
tenants in attitude.

This suggests that a sizable minority of shared owners would rather be in social housing. They may have been
diverted into the tenure from social rented housing waiting lists. Or it may be related to difficulties in affording both
the rent and the mortgage. It has been found that shared owners tend to be paying higher proportions of their
income in housing costs than other first-time buyers and that they are more likely to state that they have difficulties
meeting their repayments.

Another possible explanation may be related to the levels of housing need required to access the two tenures:
some households who find they are not a high enough priority for social rented housing may be successful in
accessing shared ownership instead.

The majority of households, however, enter shared ownership from private sector housing, with which it compares
much more favourably - both financially and in terms of security - or as newly forming households, unable to
access any other long-term housing tenure.

Improving access and awareness

Why do other households not apply for shared ownership?

Households in the British Market Research Bureau (BMRB) Omnibus Survey commissioned by CCHPR (2007)

were first asked whether they had heard of schemes that helped people to buy a home, such as shared ownership
or Homebuy. Lack of knowledge is commonly cited as an issue in the uptake of shared ownership.
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Overall, however, 62% of households said they had, suggesting that shared ownership is much better known now
than it was a few years ago. Similarly in the focus groups, while detailed knowledge of how the schemes work was
patchy, most people had heard of shared ownership and knew roughly what it was.

Knowledge of shared ownership/Homebuy is somewhat higher amongst social tenants. However in other respects,
people in what ought to be the target group for shared ownership (middle-income tenants, who are young enough
to afford a mortgage) are no more likely than any other households to have heard of the schemes.

Whilst shared ownership is undoubtedly better known than it was just a few years ago, there are still considerable
numbers of people who may well be eligible who claim not to have heard of it. The low proportion of ethnic
minorities who have heard of shared ownership is also notable.

Affordability

In addition to a general lack of knowledge about the scheme, the most common reason cited for not applying was
not being able to afford it. People on low incomes are not able to afford any form of homeownership, and in
London in particular this extends to people on middle incomes.

A large number of social rented and private rented households do not want to buy or part-buy their own home, at
least at the present time. Renting offers less financial worries (such as maintenance), greater freedom to move,
and for many households provides them with a good quality home. It would be wrong to assume that all, or even
most, households who are currently renting and could afford shared ownership would prefer it to their current
tenure.

Benefits of shared ownership

The low cost home ownership market remains a rapidly expanding part of individuals’ housing options and
presents a number of important benefits:

It opens up home ownership to a wider range of consumers

It provides an opportunity for people to share in asset wealth accumulation who would otherwise be excluded
It provides a more sustainable route in to home ownership — enabling purchasers to borrow at more realistic
levels and staircase up as and when their circumstances allow.

It enables people to afford to buy a more appropriate property than if they were looking to purchase outright
(e.g. a family in a family home)

It can provide flexibility for individuals to staircase down if their circumstances change detrimentally

It can enable older people or those with significant housing equity to reverse staircase and release some of
the value of their property without losing their home

Next steps

At present shared ownership has been very much targeted towards first-time buyers. But there appears to be an
unmet interest in shared ownership from some ex-owners. Separating couples are the main group, though there
are also overcrowded families and people relocating to more expensive parts of the country, as well as elderly
people with growing health needs. Households moving into social rented housing from owner occupation tend to
have somewhat higher incomes than other tenants. In many cases they would also be likely to have some equity
from the sale of their previous home, which suggests that many would have been able to afford shared ownership.
The reasons they are not entering in larger numbers are likely to be lack of knowledge, ineligibility for the schemes
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as they are not first-time buyers, or believing that they will be ineligible (even though around 10% of new shared
owners are moving from owner occupation).

Housing careers are not always straightforward and people’s need for rented housing may emerge at different
times in their lives. Shared ownership, if targeted at people no longer able to sustain full ownership, could well help
divert some of these households away from scarce social renting and into a tenure they may prefer - freeing up
social rented homes for those on lower incomes.

Recommendations

Improve knowledge of products for all potential consumers. People’s awareness of shared ownership
has increased substantially in the last few years. However, more detailed information targeted at likely client
groups would improve knowledge and understanding. Some people confuse shared ownership with buying a
property jointly with someone else. Awareness appears to be particularly low among ethnic minority tenants,
although (for reasons that aren't clear) they are well-represented among successful applicants. This could be
a key part of the housing options offer and is especially pressing as new products such as Direct Homebuy
and Mychoice Homebuy have emerged.

Open up shared ownership products. In particular opening up shared ownership options to meet demand
from existing owners who can no longer sustain full home ownership. Rather than being seen only as a route
into owner occupation in a conventional housing career, shared ownership could also offer an alternative
option to those who want the security and sense of ownership that it offers, for whichever period of their lives
that they need it. For some households whose incomes remain too low to stretch to full ownership, it may
offer a long-term tenure.

In particular there is a need to look at the development (and regulation) of reverse equity and equity release
products for older people.

As noted in the section on the private rented sector, an important part of accessing home ownership is saving
for a deposit and associated fees. CIH’s Save for a HomeBuy Deposit scheme and Save with Rent scheme
both offer models to support this ambition. We would welcome government consideration of a universal
savings scheme that applies not only to social housing tenants but all potential home-owners — for example
the KiwiSaver model recently implemented in New Zealand.

Home ownership

Home ownership remains the housing ambition of many people but as the July 2007 Housing Green Paper
recognised there is a growing affordability problem for people on low and modest incomes who aspire to home
ownership.

Over the previous decade, house prices consistently rose faster than earnings in all English regions. This resulted
in, on average, house prices of the most affordable homes that were more than seven times lower quartile
earnings. This was not just a problem in the south: the ratio between earnings and house prices has also risen
sharply in the north of England in the period since 1997. The Green Paper noted that: “rising house prices create
pressure for first-time buyers. Nearly 40% of first-time buyers aged under 30 now depend on help from family or
friends to get them started on the housing ladder. In London an assisted young first-time buyer had an average
deposit of £57,000 compared to £12,500 for unassisted young first-time buyers.”

This pattern was also been identified in the Hills report. In this he noted that as the number of elderly owners
grows, there is the prospect of housing inheritances creating a ‘wealth cascade’ that supports house prices that
would be hard to sustain on the basis of mortgages alone. If this occurs, it will make the position of those outside
the cascade — the children and grandchildren of tenants — increasingly difficult.
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The prospect of house prices that are rapidly accelerating away beyond the reach of those on low and modest
incomes can create the situation where aspiring home owners are panicked into buying in desperation to get a foot
on the property ladder.

Recent changes in the housing market have brought this starkly into focus, and it is these home owners who are at
greatest risk of losing their homes during the current economic downturn — especially when any initial discount
period of their mortgage comes to an end (usually after two or three years). The risks to sustainability are even
greater for former social housing tenants who, being unable to benefit from the ‘wealth cascade’ have no
substantial equity to fall back on.

Recommendations

Home ownership remains the tenure of choice for the significant majority of people living in the United Kingdom.
As such we would welcome a comprehensive review of the different elements that contribute to provision in this
area. We would note that our recommendations here do not cover supply issues which have been discussed at
length in our submission to the Comprehensive Spending Review in 2007 and our response to the July 2007
Housing Green Paper. Rather they focus on specific initiatives targeted at consumers:

As noted, CIH would like to see the roll out of an advice service that can provide housing information to all
people — including potential and existing home owners.

We would like to see the roll out of consumer focused low cost ownership products to help people move in
to full ownership when they are ready — something that would importantly avoid the need for people to stretch
their affordability levels above what is sustainable.

A key component of this would be a universal savings scheme to support entry in to home ownership when
it is affordable and sustainable.

We also believe that a new approach to flexible tenure would create a mechanism by which home owners
could staircase down in to shared ownership when their circumstances change (e.g. divorce, bereavement,
redundancy)

We remain concerned that at present the reverse equity market (and indeed sell and rent back market) is
lightly regulated. We would welcome a review of how this growing and important approach to housing careers
is regulated and provided.

The current downturn in the housing market has highlighted weakness in service provision for vulnerable
home owners. We welcome the government’s announcement about the development of a mortgage rescue
scheme and reform of SMI. CIH has developed a proposal for a national scheme funded by the Housing
Corporation which we hope will provide a model for this new approach.

Despite recent reforms and the introduction of Home Improvement Packs and Energy Performance
Certificates, significant concerns remain around the complexity and inefficiency of the process of buying a
house in England. Current market conditions are highlighting the problems that this can cause and CIH
would welcome a review of how this can be improved.

In a similar vein we believe it is timely to review the current graduated stamp duty model. The pressure
points it can create around the various thresholds can distort transactions and remain less than ideal.

With the sale and purchase of properties being the most significant investment an individual can make, we
believe it is also be worth reviewing the role and responsibilities of the real estate sector in these
transactions. This could also include a review of their responsibilities in relation to the lettings market.
Finally, we look forward to the findings of the Crosby review. It is clear from reflection on the lending
practices of banks and financial institutions in recent years that there has been considerable
irresponsibility in terms of the lending practices that have taken place. While consumers must accept their
part in this, it does raise questions about how best to moderate lending practices so that lenders provide the
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right level of restraint when lending is buoyant and similarly don’t become too risk averse when lending criteria
tighten.

For further information

Media: Jill Dwyer, CIH Communications and Media Officer. Tel: 02476 851780. jill.dwyer@cih.org

CIH Members: Richard Capie, Director of Policy and Practice, Chartered Institute of Housing,
Richard.capie@cih.org

Page 35 of 35| 7 October 2008



